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. @) Lucas, Horsfall, Murphy & Pindroh, LLP

Certified Public Accountants and Business Advisors

INDEPENDENT AUDITORS' REPORT

To the Members'
Partner Connections, LLC
Brea, CA

We have audited the accompanying balance sheet of Partner Connections, LLC (an Oregon Limited
Liability Company) as of December 31, 2006, and the related statements of loss, members' equity and
cash flows for the year then ended. These financial statements are the responsibility of the Company's
management. Qur responsibility is to express an opinion on these financial statements based on our
audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audit provides a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Partner Connections, LLC as of December 31, 2006, and the results of its operations
and its cash flows for the year then ended in conformity with accounting principles generally accepted in
United States of America.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as
a whole. The Schedules I-I11 on pages 8-10 are presented for purposes of additional analysis and are not
a required part of the basic financial statements, but as supplementary information required by Rule 17a-

. 5 of the Securities and Exchange Commission. Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and in our opinion, is fairly stated in all
material respects in relation to the basic financial statements taken as a whole.

The accompanying findncial statements have been prepared assuming that the Company will continue as
a going concern. As discussed in Notes 3 and 4 to the financial statements, the Company's significant
operating losses and the uncertainty regarding litigation matters raises substantial doubt about its ability
to continue as a going concern. The financial statements do not include any adjustments that might result
from the outcome of this uncertainty.

. [ ey, HU\/)/Q% /\/\m/)ﬁy QPIMC(/‘/UQ\/ C,C_p

Pasadena, California
February 16, 2007




Partner Connections, LLC
BALANCE SHEET
December 31, 2006

ASSETS
CURRENT ASSETS
Cash $ 49,066
Short-term securities held 25.710
TOTAL CURRENT ASSETS 74.776
PROPERTY AND EQUIPMENT
Furniture and fixtures 1,343
Less: Accumulated depreciation (1.166)
Property & Equipment, net 177
TOTAL ASSETS $_ 74953

LIABILITIES AND MEMBERS' EQUITY

CURRENT LIABILITIES
Accounts payable $ 67.043

TOTAL CURRENT LIABILITIES

67.043

MEMBERS' EQUITY
Members' Equity

7.910

TOTAL MEMBERS' EQUITY

7.910

TOTAL LIABILITIES AND MEMBERS' EQUITY §_____ 74953

The accompanying notes are an integral part of this statement.




Revenue
Interest income

Total Revenue

Expenses
Computer
Depreciation
Insurance
Licenses
Miscellaneous
Office supplies
Other expenses
Qutside services
Postage
Professional fees
Rent
Telephone
Training
Travel

Total Expenses

Net Loss

Partner Connections, LLC
STATEMENT OF LOSS
For Year Ended December 31, 2006

$ 1,163

—_—

1.163

4,885
100

308
1,480
1,523
2,177
5,201
43,042
1,560
531,910
783
2,177
235

11,858

607,239

$ (606.076)

The accompanying notes are an integral part of this statement.




Partner Connections, LLC
STATEMENT OF CASH FLOWS
For the Year Ended December 31, 2006

CASH FLOWS FROM OPERATING ACTIVITIES
Net Income (Loss) $ (606,076)
Adjustments to reconcile net income {loss) to
net cash used in operating activities:

Depreciation 100
Change in:

Short-term securittes held (25,710)

Prepaid expenses 6,909

Deposits 500

Accounts payable 54,778

Net Cash Used in Operating Activities (569.499)
CASH FLOW FROM FINANCING ACTIVITIES

Members' contributions 510,000

Net Cash Provided by Financing Activities 510,000
NET DECREASE IN CASH DURING THE YEAR (59,499)
CASH, BEGINNING OF PERIOD 108,565
CASH, END OF PERIOD $_ 49066

The accompanying notes are an integral part of this statement.




Partner Connections, LLC
NOTES TO FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Business Activity

Partner Connections, LLC (the Company) is formed under the laws of the State of Oregon. The
Company provides marketing programs and seminars for tax and accounting professionals
nationwide. The Company is registered as an override broker-dealer with the National
Association of Securities Dealers (NASD) and the Securities and Exchange Commission (SEC).
The Company is not authorized to handle securities transactions. Al security transactions go
through other broker dealers. The Company does not carry customer accounts.

Historically, the Company's revenue has been derived principally from business with one
customer. The Company is currently involved in litigation with that customer (See Notes 3 and

4y and has decided not to pursue further business opportunities until the litigation is settled.

Revenue Recognition

Commission income, referral fees and brokerage income is recorded at the time the transaction is
executed and the income can be reasonably be determined. Revenue generated from reimbursed
expenses is recognized when the reimbursable expense has been incurred.

Income Taxes

Partner Connections, LLC is taxed as a partnership under the Internal Revenue Code and a
similar state statute. In lieu of income taxes, the members of the LLC are taxed on their
proportionate share of the LLC's taxable income. Therefore, no provision or liability for Federal
or state income taxes related to the LLC is included in these financial statements.

Property and Equipment

The Company's policy is to capitalize assets when the useful life is greater than one year and the
acquisition cost meets the capitalization threshold of $2,000. Property and equipment are carried
at cost. Depreciation is calculated on the straight-line basis over their estimated useful lives of 7
years. Repairs and maintenance are charged to expense as incurred, while improvements and
betterments that extend the useful life of the assets are capitalized. Upon retirement or disposal,
the related cost and accumulated depreciation are eliminated from the respective accounts, and
the resulting gain or loss is reflected in the statement of operations. Depreciation expense for the
year ended December 31, 2006 was $100.

Use of Estimates in the Preparation of Financial Statements

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect: reported amounts
of the assets and liabilities; disclosure of contingent assets and liabilities at the date of the
financial statements; and revenues and expenses during the reporting period. Actual results may
differ from these estimates.




Partner Connections, LLC
NOTES TO FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Contintued)

Accounts Payable

At December 31, 2006, two vendors account for approximately 85% of the Company's accounts
payable.

NET CAPITAL REQUIREMENT

As a registered broker-dealer, the Company is subject to the SEC's Uniform Net Capital Rule
which requires that Net Capital, as defined, shall be at least the greater of $5,000 or one-fifteenth
of aggregate indebtedness, as defined. Net capital and aggregate indebtedness change from day
to day, and as of December 31, 2006, the Company had net capital, as defined, of $7,733, which
exceeded the statutory requirement of $5,000 by $2,733.

Subsequent to December 31, 2006, the Company went under the minimum net capital
requirement due to the outcome of certain dispute resolutions discussed in Note 3.

CONTINGENCIES
Litigations

The Company is currently a party to a number of legal actions involving a customer and a former
member. Subsequent to December 31, 2006, the outcome from certain dispute resolutions
indicated awards against the Company of approximately $185,000. There are additional pending
claims against the Company. Additionally, certain significant requests made by the Company
were denied.

" GOING CONCERN

As shown in the accompanying financial statements, the Company incurred a net loss for the year
ended December 31, 2006, of $606,076. This factor, and the fact that the Company is not
pursuing other business opportunities until all pending litigation is settled create an uncertainty
about the Company's ability to continue as a going concern.

The ability of the Company to continue as a going concern is dependent upon the outcome of
certain litigation and the ability of the Company to generate cash flow.

The financial statements do not include any adjustments that might be necessary if the Company
is unable to continue as a going concern.




Partner Connections, LLC
Schedule I - Computation of
Net Capital Under Rule 15¢3-1
December 31, 2006

Net Capital
Members' Equity $ 7.910
Total members' equity qualified for
net capital 7910
Total capital and allowable subordinated
borrowings 7,910

Deductions and/or charges:
Nonallowable assets:

Furniture and fixtures 177
Net Capital 71,733

Aggregate indebtedness
Items included in balance sheet

Accounts payable N 67.043
Total aggregate indebtedness $ 67043
Computation of net capital requirement:

Minimum net capital required $ 3,000
Excess net capital $ 2,733
Excess net capital at 1,000% 3 1,028
Percentage of aggregate indebtedness e 866.97 %

The audited net capital computation under Rule 15¢3-1 is in agreement with unaudited net capital
computation numbers in Part [IA. SEC Rule 17a-5(d)(4).

See Independent Auditors' Report




Partner Connections, LLC
Schedule I - Computation for Determination of Reserve Requirements
Under Rule 15¢3-3 of the Securities and Exchange Commisston
As of December 31, 2006

A computation of reserve requirements is not applicable to Partner Connections, LL.C, as the
Company qualifies for exemption under Rule 15¢3-3(k)(2)(ii).

See Independent Auditors' Report




Partner Connections, LLC
Schedule III - Information Relating to Possession or Control Requirements
Under Ruie 15¢3-3 of the Securities and Exchange Commission
As of December 31, 2006

Information relating to possession or control requirements is not applicable to Partner
Connections, LLC, as the Company qualifies for exemption under Rule 15¢3-3(k)(2).

END

See Independent Auditors' Report
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